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SUBJECT: INFLATION IN SAUDI ARABIA 

EMBASSY TRANSMITS FOLLOWING RECEIVED FROM GNEHM IN RIYADH: 

1 . SUMMARY: CONSULTANTS WITH SAUDI MINISTRY OF PLANNING HAVE 
COMPLETED STUDY OF RISING COSTS AND INFLATION IN SAUDI ARABIA. THE 
REPORT (NOT YET RELEASED) CONCLUDES THAT SAUDI ARABIA WAS IMPORTING 
SOME INFLATION FROM ABROAD IN 1974 AND THE SEVERAL YEARS PRECEDING 
THAT BUT THAT THE INFLATION WHICH HIT THE COUNTRY IN 1975 AND 

1976 IS PRIMARILY DOMESTICALLY GENERATED. 

2. STUDY COMPARED RETAIL (SHELF) PRICE IN SAUDI ARABIA OF 100 
NON PERISHABLE FOOD ITEMS. IN SIX MONTH PERIOD FROM SEPTEMBER/ 
OCTOBER 1975 TO MARCH 1976, RETAIL PRICES FOR EXACT 100 ITEMS 
(BY BRANDS, QUANTITIES, AND PACKAGING) ROSE 28 PERCENT OR AT AN 
ANNUAL RATE OF 56 PERCENT. DURING SAME SIX MONTH PERIOD, EXPORT 
INDEX OF PRICES FOR SAME 100 ITEMS LEAVING THE U.S. ROSE ONLY ONE 
AND A HALF PERCENT. FREIGHT CHARGES AND PORT CONGESTION SURCHARGE 
REMAINED UNCHANGED. THUS RISE OF 28 PERCENT IS ALMOST COMPLETELY 
RESULT OF HIGHER PROFIT TAKING BY SAUDI IMPORTERS, FREIGHT 
HANDLERS, AND RETAILERS. 
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3. STUDY CONCLUDES THAT CURRENT LEVELS OF PROFIT TAKING 
ARE UNACCEPTABLY HIGH. RETAIL SHELF PRICE OF 100 FOOD ITEMS IN 
SAUDI ARABIA (SAME ITEMS AS ABOVE) IS 65 PERCENT HIGHER THAN PRICE OF 
SAME 100 ITEMS IN U.S. RETAIL GROCERY. (U.S. PRICE IS FIGURED 

ON AVERAGE COST OF ITEMS IN RETAIL OUTLETS IN WASHINGTON, D.C. 

AND SAN FRANCISCO.) STUDY CALCULATES THAT 20 PERCENT OF DIFFERENCE 
BETWEEN U.S. AND SAUDI PRICES IS DUE TO TRANSPORTATION COSTS 
BETWEEN U.S. AND SAUDI ARABIA (15 PERCENT OF COST OF FOOD ITEMS) AND 
THE PORT CONGESTION SURCHARGE (5 PERCENT OF COST). (NOTE: CONSULTANT 
BELIEVES THAT 5 PERCENT PORT SURCHARGE IS HIGH). REMAINING 
40 PERCENT TO 45 PERCENT IN PRICE DIFFERENCE IS MEASURE OF CURRENT 
PROFIT TAKING BY SAUDI BUSINESSMEN. EVEN THIS 
ESTIMATE IS LOW AS SAUDI IMPORTERS ARE PAYING WHOLESALE 
NOT RETAIL PRICES FOR FOOD ITEMS PURCHASED IN U.S. 

4. REPORT RECOMMENDS SAG CONCLUDE AGREEMENT WITH LARGE AMERICAN 
FOOD CHAIN TO IMPORT AND MARKET FOOD ITEMS AT FAIR MARKET 

PRICE. U.S. FOOD CHAIN WOULD OPERATE ON STRAIGHT FEE AND NOT 
FOR PROFITS ON FOOD SALES. PRICES FOR FOOD ITEMS WOULD BE AT 
COST PLUS FIXED PERCENTAGE FOR OVERHEAD. STUDY SAYS INTRODUCTION 
OF SUCH A FOOD CHAIN WOULD NOT PUT SAUDI RETAILERS OUT OF 
BUSINESS BUT WOULD FORCE THESE RETAILERS TO SETTLE FOR LOWER 
PROFIT MARGINS. 

5. INITIAL SAG REACTIONS TO RECOMMENDATION TO USE OF AMERICAN FOOD 
CHAIN WAS NEGATIVE. SAUDI COUNTERPARTS TO AMERICAN CONSULTANTS ARE 
RECOMMENDING THAT SAG CONTRACT WITH PRIVATE SAUDI BUSINESSMAN TO 
IMPORT FOOD ON COST PLUS FIXED FEE BASIS AND THAT SAG THEN ESTABLISH 
WAREHOUSES THROUGHOUT THE KINGDOM TO DISTRIBUTE THESE FOOD ITEMS 
TO RETAILERS. THERE IS NO REFERENCE UNDER THIS PLAN TO CONTROL 
RETAIL PRICES, BUT SAG HAS DECIDED INFORMALLY THAT 10 PERCENT AND 

12 PERCENT MARK-UPS ARE FAIR PROFITS FOR IMPORTERS AND RETAILERS 
RESPECTIVELY. SAG IS REPORTEDLY WILLING TO PROVIDE CAPITAL OF 
$500 MILLION FOR FOOD IMPORTS UNDER THIS PROGRAM AND IS WILLING 
INCREASE THIS AMOUNT IF PROGRAM IS SUCCESSFUL. 

6. STUDY ALSO EXAMINED INCREASE IN COST OF HOUSING AND 
RENTALS IN TWENTY LARGEST CITIES IN SAUDI ARABIA. IN PERIOD SINCE 
JANUARY 1975 STUDY REVEALED THAT RENTS ON BOTH HOUSES AND APARTMENTS 
HAD JUMPED A WHOPPING 600 PERCENT. THIS FIGURE BASED ON HIGHER COSTS 
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PAID FOR HOUSING BY SEVERAL SAUDI (NOT FOREIGN) CORPORATIONS 
INCLUDING SAUDIA AIRLINES. IN SEPARATE BUT RELATED STUDY GROUP 
FOUND THAT RENTS FOR LOW INCOME URBAN HOUSING (HOUSES WITH NO 
RUNNING WATER OR REGULAR ELECTRICITY) HAVE RISEN 50 PERCENT IN PAST 
YEAR. STUDY STRESSES SEVERE PRESSURE SUCH INCREASE PLACES ON LOW 
INCOME 

CLASS AND URGES SAG TO TAKE ACTION TO STOP RENT SPIRAL. SAG 
REACTION HAS BEEN TO CONSIDER FORMATION OF A REALTY BOARD 
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WITH LIMITED CAPITAL (ABOUT $300 MILLION) TO ENCOURAGE CONSTRUCTION 
OF MORE LOW INCOME URBAN HOUSING. AS WITH FOOD PRICES, REPORT 
POINTS OUT THAT INFLATIONARY RENT INCREASES ARE RESULT OF DOMESTIC 
FACTORS AND NOT TO RISING COSTS OF IMPORTS. 

7. CONCLUSION: AIM OF REPORT WAS TO CONVINCE SAG THAT RAMPANT 
INFLATION NOW GOING ON IN KINGDOM IS ALMOST TOTALLY DUE TO 
DOMESTIC FACTORS AND NOT TO RISING PRICES ABROAD. REPORTEDLY 
MINISTRY OF PLANNING, AT LEAST, IS CONVINCED. REPORT MADE 
SPECIFIC SUGGESTIONS FOR DEALING WITH BOTH PROBLEMS OF FOOD COSTS 
AND RENT INCREASES, BUT SAG REACTION IN BOTH CASES WAS LUKEWARM. 
THIS REACTION IS DUE TO FACT THAT SAUDIS WHO MUST INSTITUTE 
NEW PROGRAMS TO ALLEVIATE PRESENT RATE OF INFLATION ARE VERY SAME 
PERSONS WHO ARE REAPING THE LARGEST PROFITS NOW. REACTION ALSO 
SAYS THAT SAUDI OFFICIALDOM DOES NOT YET BELIEVE SQUEEZE ON LOW 
AND MIDDLE INCOME FAMILIES CRITICAL ENOUGH TO WARRANT CHANGE. 
PORTER 
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